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Latin America has undergone a “third wave” of democratization and free market 

economic reforms, known as “neoliberalism.”  Neoliberalism radically altered what had 

been statist or corporatist economic systems, under austere programs that mandated 

deregulation, privatization, currency devaluation, and the elimination of protective tariffs 

and subsidies.  Seventeen Latin American nations were examined in the aggregate, 

comparing levels of economic reform with measures of political and civil rights and 

freedoms, poverty, inequality, and popular support for democratic institutions and 

practices.  The tests were repeated within two in-depth case studies, Argentina and 

Mexico.  In all three cases, neoliberalism was statistically linked with increased political 

rights and freedom, but failed to improve levels of poverty and inequality, and was shown 

to be partially responsible for downturns in popular support for democratic institutions 

(i.e. Parliament) and practices (i.e. labor unions, legal protests). 
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I. Introduction 

 Over the past two decades, a wave of economic and political reforms has swept 

across Latin America.  Many of these countries have instituted a 180-degree shift away 

from policies they had held for much of the twentieth century.  There are two principal 

aspects to these reforms – a transformation from statist to free market economics; and a 

concurrent transition from dictatorial or authoritarian governments to democratic ones.  

The reasons for this wave of reforms are complex, involving exogenous (i.e., intervention 

from the United States and Western Europe) and endogenous (i.e., economic strife) 

factors.  Now, twenty years after most Latin American countries have implemented 

neoliberal reforms, there has been a call in the scholarship for empirical research on the 

consequences of neoliberal reforms. 

 This thesis focuses on the nexus of politics and economics.  Specifically, what has 

been the effect of neoliberal reforms on “the stability and quality of democracy” 

(Weyland 2004, p. 147)?  Enough time has passed to begin drawing meaningful 

conclusions about the relationship between the transition to free markets and the 

transition to democracy in Latin America.  The era of democratization and neoliberalism 

is not limited to Latin America.  Eastern European nations like Hungary, Bulgaria, and 

the Ukraine are struggling to democratize.  China is dealing with the pressures brought to 

bear on its totalitarian government by an increasingly demanding populace.  And most 

recently, Iraq has had its dictatorial government removed by the United States and its 

“coalition of the willing,” and is now attempting to build a representative government 

after three decades of brutal, oppressive rule under Saddam Hussein.  This thesis focuses 

on Latin America because of its rich and varied political and economic history, because 
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of the U.S.’s long history of intervention there (both overt and covert), and because it 

provides a wide variety of test cases and wealth of empirical data to examine. 

Latin American and U.S. leaders alike had been calling for political, democratic, 

and cultural reform since the 1950s, beginning with the Alliance for Progress in 1961 

(Wiarda 1987).  The Alliance was a decades-long project costing millions of dollars that 

was heavily influenced by an economic theory of modernization invented by W.W. 

Rostow in 1959.  In that work, Rostow produced a general framework to describe the 

modernization of contemporary economic history.  The framework involved a linear 

progression of five steps, each one a step away from a “traditional society” to a “high 

mass consumption” society.  The Alliance for Progress hoped to push Latin America into 

Rostow's “take-off” step, in which industrialization and production ramp up and become 

“self-sustaining.”  In addition, the take-off represents a cultural and political shift in 

which modernists triumph over backwards traditionalists, paving the way for more 

advanced forms of governance, including democracy. 

 By investing large sums of money into education, infrastructure, housing, utilities, 

health care, and a variety of other projects, the Alliance had the lofty goal of 

modernizing, industrializing, and democratizing all of Latin America (Wiarda 1987).  

Following the logic of Rostow's “five step program,” the Alliance's backers hoped to 

usher the modern era into Latin America.  However, the Alliance quickly ran into 

numerous problems—chiefly that development theorists who had influenced its 

implementation made many wrong assumptions about Latin American culture and 

politics.  Additionally, many Latin American political leaders and other beneficiaries of 

Alliance largesse saw the Alliance as an opportunity to enrich themselves, and were 
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unconcerned with democratization. 

 The Alliance also had the ultimate goal of preventing Communism from getting 

any farther than Cuba.  Therefore, dictators and elected leaders alike who leaned left were 

undermined in numerous ways (e.g. U.S.-supported coup d'etats, funding the 

government's opposition, outright invasion), while dictators on the right were 

accommodated when possible.  These wrong assumptions and contradictions led to the 

Alliance failing to accomplish its goals.  But, it did succeed in two ways: building up 

important physical and social infrastructure, and delaying Cuba-style leftist revolutions 

through massive amounts of financial aid (Wiarda 1987). 

 Latin American nations had been pursuing their own development path prior to 

the Alliance.  They attempted to gain economic independence by using grants and loans 

to purchase heavy equipment and raw materials to produce their own goods for domestic 

consumption, rather than importing finished goods from foreign manufacturers.  Import 

substitution industrialization (ISI) was an attempt by these countries to free themselves of 

economic dependence on foreign manufacturers and producers of finished goods.  Under 

this economic regime, the state imported heavy machinery and raw resources needed to 

produce certain goods that citizens had had to import up until that point.  The goal was to 

replace expensive imported products, such as automobiles and refrigerators, with 

domestically produced versions.  This would create badly-needed jobs and provide the 

domestic market with more affordable goods.  To pay for all these expenses, the state 

erected tariffs (taxes on imported goods), which also had the effect of discouraging 

consumption of foreign goods, thereby encouraging the consumption of domestic 

products.  To accomplish these goals the state needed to take control of vast sectors of the 
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economy.  The state nationalized many industries that had formerly been privately 

owned, either by domestic or foreign investors.  A huge bureaucracy was necessary for 

administering this type of economy, and the size of a government under this system 

swelled enormously.  This had the desirable effect of providing jobs, but also had 

drawbacks, as I explain below.   

 First, countries with nationalized industries did not have experience producing 

some of these products – and as a result, their quality suffered.  For example, a Brazilian 

car just was not as good as one produced by Ford in the 1960's.  Second, demand within a 

given country was often weak.  To bolster demand, the government has to subsidize the 

cost of the cars, in addition to providing the jobs that produce the cars.  Third, the 

government financed its increased spending by taking on loans and printing money.  

Producers reacted by raising prices or lowering wages, and an inflationary cycle set in, 

resulting in absurd rates of inflation.  In many cases, the value of money would halve in a 

month or less (Skidmore and Smith 2005).  Fourth, ISI also suffered from problems of 

corruption and inefficiency.  ISI encouraged “rent-seeking,” the practice by firms and 

other economic actors of influencing political elites and decision makers toward 

favorable economic legislation.  In essence, many domestic investors had “lived off of 

public subsidies” (Weyland 2004, 144).  

 By the time the 1980's arrived, many Latin American nations were swimming in 

debt, unable to sustain the massive statist economic system they had created.  Thanks to 

paying out rents and engaging in other forms of corruption, they had no ability to 

generate revenue through taxation, and many countries could not even pay the interest on 

their debt.  Searching for a new economic system to save them from crushing debts, 
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stagnation and inflation, Latin America turned to international finance organizations, 

principally the IMF and the World Bank for help.  These institutions responded with 

loans, stabilization funds, and a new economic model: neoliberalism. 

 Neoliberalism is a problematic term.  Scholars disagree over the proper definition 

and what it implies for the role of the state. More value-neutral terms that could be used 

include “free market reforms,” “open market reforms,” “economic liberalization,” and the 

like.  However, in Latin American politics neoliberalism carries a specific meaning that is 

not quite imparted by those other terms. 

 When this paper refers to neoliberalism, it is referring to a specific set of 

economic policies that focus on “trade liberalization, privatization, and deregulation” 

(Teichman 2004, 39).  They were adopted at various points in Latin America in an 

attempt to stabilize or modernize a nation’s economy.  More specifically, these policies 

included deregulation of industries, removal of trade barriers (such as tariffs and 

subsidies), the privatization and sale of state industries to private investors (e.g., phone, 

sewer, water, power, railroad and other companies), and devaluation of currency.  These 

policies are designed to accomplish two things: get the government out of the 

marketplace and attract investment.  Neoliberal theorists see the government as a bloated, 

bureaucratic monster which stifles the market (Weyland 2004, Portes 2003). 

 A more familiar example of what free markets are not can be found in the United 

States' healthcare system.  This system is heavily regulated, partially paid for and 

administered by the U.S. government.  A step in the direction of neoliberalism would be 

for the government to abolish the Medicaid and Medicare systems and leave healthcare in 

the hands of entirely private doctors and health institutions.  A step away from 
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neoliberalism (towards a 'statist' system) would be for the U.S. to move to a completely 

nationalized healthcare system such as that of Canada or many of the Northern European 

countries, where healthcare is paid for and administered entirely by the federal 

government.  Agricultural subsidies are another trade barrier that neoliberal economists 

would get rid of – they prevent other, more efficient agricultural producers outside of the 

U.S. from selling their goods here.  Many Latin American countries would benefit 

immensely from the abolition of these subsidies, as Cuba's sugar and Argentina's beef 

and grain producers well know. 

 Neoliberal policies emphasize the retreat of the state from the market and from 

society.  Hence, they almost always include reduced taxes, reduced spending, and 

devaluation of currency to encourage foreign investment.  The removal of protectionist 

tariffs and other barriers is also necessary.  Subsidies to internal industries are viewed as 

an impediment to the market and a waste of the state's money.  In general, neoliberalism 

seeks to replace a bloated, inefficient, interventionist state that interferes with the market 

with a lean, small government that allows the market to direct themselves with minimal 

interference.  Proponents claim that these reforms encourage growth, stability, and the 

eventual distribution of wealth by removing wasteful state spending and lowering barriers 

to the entry of foreign investors and business entities, creating jobs, new markets 

domestically and internationally, and encouraging saving and investment.  Since the 

government is freed of much of its prior market-managing responsibilities, it can use its 

newfound wealth in other ways, mainly to pay down debts and invest in modern 

infrastructure. 

 Neoliberal reforms usually come at the behest of an international financial 
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institution such as the IMF or the World Bank.  The pattern unfolds as follows: A nation 

finds itself bankrupted at the end of a debt crisis (often the case in the 1980s), and turns 

to a creditor nation or institution for help.  At this point, countries such as Argentina 

could be facing problems that seemed insurmountable, such as $50 billion in debt and 

inflation rates in the hundreds of percent.  The creditor, seeing a bloated bureaucracy 

with a horrendous economic track record, agrees to lend money if it can stipulate certain 

conditions.  Facing bankruptcy and default on its debts, which neither debtor nor creditor 

desire, the debtor nation has little choice but to accept these conditions.  It is important to 

note however, that these countries were not completely helpless.  At least one scholar has 

shown that Latin American leaders were capable of negotiating with creditors (Stiles 

1987).  The fact is that many of these creditors were bailing a nation out of debt that 

those same creditors had lent them earlier.  Thus, large banks and international 

institutions had an interest in keeping a nation from folding completely, as their own 

solvency was at stake as well.  So, Latin American nation X receives the stabilization 

funds, reforms its economy, pays down its debts, and enters the global economy, 

democratizing along the way.  At least, that is how it works in theory.  In reality, states 

abused funds for other means, pursued reforms half-heartedly or incompetently, or 

reformed to a great extent and saw their economies crash anyways.  However, those 

topics will not be addressed here.  What will be addressed is how Latin America's attempt 

to salvage their economies through neoliberal reforms affected their simultaneous efforts 

to democratize.  Do neoliberal reforms undermine democracy through the creation of 

economic barriers to participation, and the electoral punishment of reformist 

governments, as some contend?  Or do they break countries of corrupt habits and rent-
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seeking so rampant under statist regimes, as proponents insist?  An empirical response to 

these questions is necessary, and this paper is a step in the direction of such a response. 

 

II. Literature Review 

 Scholarship in this area is split into two schools of thought.  Scholars have argued 

that democratic government is a natural complement to free markets, that the former was 

an inevitable result of the latter (Lipset 1959, Rostow 1960).  Others dispute that notion 

(Oxhorn and Starr 1999; Malloy 1991), maintaining that the negative effects wrought on 

the electorate prevent democratic leaders from implementing economic reforms, and 

conversely that democratic reforms threaten the interests of established elites, who will 

act to block or impede the implementation of political reforms.  In spite of those 

problems, democratic governments have swept through Latin America, and neoliberal 

reforms have occurred concurrently with those governments.  Because of this, the nature 

of the debate is no longer if neoliberalism encourages democracy but how it affects 

democracy.   

 Advocates maintain that the economic growth that results from neoliberalism 

fosters democracy.  They draw on the “commonly accepted wisdom held that democracy 

would naturally arise from a foundation of free markets” (Oxhorn and Starr 1999).  Some 

proponents of neoliberalism consciously avoid the democratization question by relegating 

it to the back burner, while others, believing that democracy naturally springs from free 

markets, simply place economic development as a higher priority. 

For example, Norman Bailey attacked what he called the “newly-respectable 

school” of economics that tolerates or even encourages small amounts of inflation.  His 



 9

thesis is that this new school (he was writing in 1961) views inflation “not only as a good 

thing in the developed, industrialized nations, but as practically a necessity in the 

underdeveloped countries” (Bailey 1961, p. 539).  He argues that inflation and 

inflationary policies encourage “hoarding, the decline in savings and productive 

investment…and most important of all the increasingly-acute and bitter struggle between 

various economic groups of society to retain or increase their share of the national 

income” (p. 539).  Bailey examines the cases of Chile and Argentina to make his point.  

Argentina, he writes, squandered a great opportunity post-WWII to industrialize and 

diversify its economy with “large quantities of foreign exchange, which it had been 

unable to spend because of wartime restrictions in the industrialized nations” (p. 540).  

This was the result of a military coup in 1943 which replaced the government with 

military officers, headed by Juan Domingo Perón.  Perón’s economic policies were 

populist, and as Bailey (p. 540) described them: 

Perón…proceeded to distribute the nation’s wealth to those with neither 
the capacity nor the desire to reinvest it productively, raising wages time 
and time again with no relation to productivity, dispensing gifts of 
flowers, candy, and other goods to the workers…and lavishing vast sums 
on grandiose and useless monuments and uneconomic heavy 
industrialization schemes. 
 

 Once he gets past the pejorative language, Bailey has a point.  Perón’s policies 

favored the urban popular classes and industrialist workers who voted for him in the 1946 

election, disadvantaging the agrarian sector, whose exports provided the funds necessary 

for his spending.  Because of this, Argentina’s beef and grain industries, its greatest 

economic assets at the time, suffered.  Despite losing support from all but the urban 

industrialists, the Perónista party remained the most popular party – which Bailey blames 
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on the fact that “no succeeding government has dared take the measures necessary to 

reverse the economic lunacy of the Perón era” (p. 541).  The military junta that replaced 

Perón allowed democratic elections, resulting in the inauguration of Frondizi in 1958.  

Frondizi abused the loan money Argentina obtained from the IMF for stabilization 

purposes, instead redirecting that money to the Perónista classes that elected him.  He 

backs up his arguments with some empirical evidence, citing the falling export values, 

production levels, and GNP during these two administrations.  He concludes with the 

“tragic” observation that the Argentina workforce was ‘demoralized’-real wages, which 

increased by 316% over the 1955-1959 period, did nothing to increase worker 

productivity. 

 Turning to Chile, Bailey decries the 1952 government’s decision to raise 

government worker’s wages and impose cost-of-living wage increases.  Chile financed 

the new expenditures through bank loans and money printing.  These policies caught up 

with them when manual laborers went on strike, demanding equivalent government 

largess for themselves.  Farmers were also dependent on subsidies, and Chile used a 

“complex system of multiple exchange rates and import restrictions” to protect internal 

industries and favored exporters (p. 543).  The result, he writes, was “a mad scramble on 

the part of various sectors of the economy to improve their relative position in the 

national cash-box by whatever means, fair or foul, they could muster” (p. 543).  The 

government exacerbated this problem by refusing to impose new taxes to pay for these 

policies, while simultaneously doing a poor job of collecting the taxes that were already 

on the books.  The consequences for Chile were similar to Argentina – runaway inflation, 

declines in productivity and per capita GNP, and skyrocketing prices.  In the end, “the 



 11

Chilean people were worse off than when they started” (p. 543), thanks to the 

government’s inflationary policies.  But Bailey did see hope for Chile’s future in the form 

of Jorge Alessandri, elected president in 1958.  As a conservative who advocated 

austerity measures during his campaign, Alessandri quickly “set about vigorously 

attacking the economic evils of Chile.”  Alessandri employed millions of dollars in World 

Bank loans and technical assistance with some success, causing “sales, electricity 

production and employment” to rise during his first year in office.  The cost of living did 

rise by 33%, but compared to Argentina, where it rose 100% in the same time, Chile was 

doing much better.  This, Bailey claims, is because Argentina’s “stabilization program 

has not been honestly and strictly enforced, as it has in Chile” (p. 546).  The point of 

Bailey’s article is that countries cannot get “something for nothing,” and their economies 

suffer badly when they try.  He ends the article by stating “dictators … are forced to push 

through, with guns and soldiers, the very policies which a democratic, free people should 

find and adopt for themselves, were they not deliberately confused and duped by 

politicians who promise that with less and less work they can receive more and more of 

the wealth of society” (p. 547).  In other words, modernization and economic 

development take precedence over democratization. 

 A more modern example of this type of scholarship is a recent article by Micheal 

Walton, speaking on behalf of the World Bank, entitled “Neoliberalism in Latin America: 

Good, Bad, or Incomplete?”  Although Walton does not employ the kind of harsh 

invective used by Bailey, he does defend neoliberalism from some of the “rather 

sweeping conclusions on the negative effects of large or sharp reform changes on growth, 

volatility, and inequality” (Walton 2004, p. 166).  First, Walton disagrees with the scope 
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of the debate – “in this paper we place more emphasis on the interactions between 

political and social institutions and policy choice—it is not just a question of choosing a 

different policy mix, whether social democratic or otherwise” (p. 166).  He wants to get 

into the complex question of institutional strength, as well as the design and 

implementation of a policy. 

 Walton's work is written in response to a work by Huber and Solt which was 

critical of neoliberalism.  Walton (pp. 166-168) begins by laying out the basic 

justifications for neoliberalism: 

Stability would flow from greater fiscal and monetary prudence.  Growth 
would be spurred through the effects of a greater reliance on 
markets...Income distribution would improve through the reductions in 
opportunities for rents and corruption, which had been created by 
interventionist structures, and the rising rewards to unskilled labor from 
greater trade (as some economic theories would predict). 

 
 Referencing a study done in 2002, the author points out that “It finds that more 

open trade and deeper financial sectors are associated with higher growth, while higher 

inflation, higher cyclical volatility, and banking crises are bad for growth. ... The reforms 

were good for growth, but were insufficient to shift countries to East Asian style 

performance” (p. 179).  Furthermore, Walton points out that education and infrastructure 

are important influences on growth, and that “effective state action” is crucial in those 

areas.  For those reasons, the so-called Asian Tigers (Singapore, Japan, Thailand, and 

others), which invested heavily in both areas, have been more successful than Latin 

America (p. 179).  Addressing volatility, the author blames the behavior of “herd-like” 

private investors on the instability that the region has suffered.  Neoliberal policies 

generally encourage as much private capital inflow as possible, whether from domestic or 
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foreign sources.  As other studies have shown, investors like their markets to be stable, 

and when a country shows signs of instability or leftist reforms they flee, taking huge 

amounts of capital with them.  This punishes a country that likely has substantial public 

and private debt, and was relying on those investors to finance that debt (Tuman and 

Ebbert 2004).  Walton concedes that “It is now generally recognized that this [opening of 

capital accounts] is desirable only after robust financial systems have been developed (p. 

171).” 

 On the issue of inequality, he notes that “for the 1990s there is no simple bivariate 

relationship between changes in inequality and aggregate indices of the level or change in 

reform in the past decade.  Attempts to separate out the effects of particular reform 

dimensions reveal a more complex picture” (Walton 2004, p. 171).  In particular, he 

asserts that the rising demand for highly-skilled labor that comes as a result of trade 

opening and other reforms, and that the problems is lack of supply—Latin America does 

not have enough skilled labor.  However, Walton wants to move beyond criticizing 

particular policy choices, and broaden the vision of the academic to include institutional 

strength, as well as historical context.  He claims (Walton 2004, p. 177) that 

Policies oriented toward the market and macroeconomic stability are often 
sensible, but are seriously incomplete, especially with respect to 
interactions with inequality and institutions ... As Huber and Solt also 
emphasize, inclusive social policies are essential for both distribution and 
growth, and are central complements to market-oriented policies.  Core 
elements of this involve redistributive expansion of education, health, 
social protection, in ways that command middle class support  

 
He draws upon examples of economic and social programs that had varied levels of 

success not only from country to country, but within single countries, to back up his 

assertion that institutions and context are vital to the success of reform.  He concludes his 
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work by acknowledging that radical neoliberalism, “of a wholesale retreat of the state and 

reliance on markets,” is undesirable and untenable.  The role of the state in his view is to 

complement these market-oriented policies with “social provisioning and infrastructure 

expansion, to greater accountability and the social incorporation of excluded groups” (p. 

181).  In his view, neoliberal policies are responsible for success in the past and are the 

best policy choice for the future of Latin American countries, but need to be implemented 

in a context-specific manner by strong political and social institutions.  It is important to 

note that although Walton avoids the issue of neoliberalism's affect on democracy, he is 

in effect arguing for the continued improvement of conditions that are traditionally 

thought of as necessary, though not sufficient for democracy to survive and flourish—

economic growth, stability, equitable distribution of wealth, widespread education and 

literacy, and strong but accountable political and social institutions. 

 On the other side of the debate, critics maintain that neoliberalism fosters poverty, 

inequality, and economic volatility instead of alleviating them (Petras 1997; Niva 1999).  

Because these effects, which persist into the short and medium term, negatively affect the 

vast majority of voters in an electoral system, the government which implements these 

reforms suffers at the ballot box (Oxhorn and Star 1999).  Therefore, elected 

governments cannot implement neoliberal reforms and survive, they can only come at the 

hands of authoritarian regimes.  This has been the narrative of neoliberal critics up until 

very recently. 

 Latin American scholars have traditionally focused on “the causes and processes 

of the region's dramatic embrace of free-market economics” (Weyland 2004).  Many 

scholars believe that enough time has passed to begin evaluating empirically the 



 15

consequences of decades of neoliberal reform.  The delay has been due to the need for 

patience, as advocates of neoliberal reforms insist that they must be allowed time to 

mature; that the cake needs to rise before it can be cut up.  It is also due to the tendency 

for most of the discussion of the consequences of reform to take place on a theoretical or 

even political level, contrasting statist with market models of development rather than 

systematically evaluating the consequences of said models (Weyland 2004).  However, 

this trend is changing with an emerging body of Latin American scholarship.  This “new 

school” seeks to systematically and empirically evaluate the consequences of Latin 

American neoliberalism.  As Weyland notes, “early assessments to these important 

questions tended to diverge widely.  Advocates of market reform expressed high hopes in 

greater economic stability, significantly higher growth, and limited social costs.  By 

contrast, leftist critics of neoliberalism foresaw pronounced economic volatility, low 

growth, and lasting social damage” (2004).  After decades of neoliberalism, scholars can 

begin drawing meaningful conclusions about its long-term effects. 

 An example of such research is Tuman and Ebbert's work on U.S. Foreign Direct 

Investment (FDI) on Latin American politics.  They compared two theories.  The first is 

OLI (ownership, location, and internalization), which states that firms will direct FDI into 

a nation if it meets certain empirical conditions.  These conditions are high GDP, low 

inflation, participation in a regional trade agreement (such as NAFTA or MERCOSUR), 

and a strong exchange rate (making investment in that country cheaper).  Furthermore, 

OLI suggests that firms will direct investment towards countries with stable politics, and 

will avoid leftist or revolutionary governments and countries racked with rioting and 

public unrest. 
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The alternative theory is “class analytics,” which states that developing nations 

will use authoritarian means to repress labor and the working classes to encourage 

foreign investment with low wages and minimal operating costs (Tuman and Ebbert pp. 

13-14).  Even elected governments continue to repress labor in this way, because all 

governments want foreign investment and the resulting influx of funds.  Measures of 

political stability and freedom, as well as economic indicators discussed above were 

compared with FDI information between 1976 and 1999.  They found that the OLI model 

explained 36% of the variance in FDI, while the class analytic model also had 

explanatory power—the worst human rights abusers received the most FDI during the 

period.  Pointing out the many egregious human rights abuses endured by Latin 

Americans, the study humbly suggest that “that the concerns raised by such [human 

rights] groups have merit” (p. 23), and recommends that researchers examine the 

relationship between FDI and repressive, authoritarian regimes in depth.  The 

significance of this study is that it empirically demonstrated a relationship between 

foreign investment and repressive, undemocratic regimes.  Although democratic 

governments are presumably free to pass labor-friendly laws and regulations, it seems 

that “the political assertiveness of the military probably signaled to firms that the military 

elite were willing to check civilian leaders contemplating nationalization or other left-

wing policies” (p. 21).  In other words, if democratic rule led to policies unfriendly to 

foreign investors, the military could be counted on to pressure the civilians to changing 

their ways, or replacing the leadership if necessary. 

 Huber and Solt construct a comparative model based on Northern European 

states’ “social democratic system,” and contrasts it with the free market economic system 
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attempted by various Latin American states.  Their work looks at five variables with 

which to assess “progress towards such a development model: growth, economic 

stability/predictability/absence of volatility, poverty, inequality, and quality of 

democracy” (Huber and Solt p. 151).  In their view, neoliberal reforms failed to have any 

significant positive effect on volatility, poverty, inequality, or quality of democracy (p. 

152).  They also test the neoliberal advocates’ claims that the real problem is that reforms 

were not extreme enough, a call for “shock therapy.”  Empirical tests demonstrate 

(though Walton disagrees) that the nations which engaged in drastic, sudden reforms 

performed the worst in the five areas.  In regards to democratization, they note that 

“countries with more liberalized economies as of 1995 showed greater improvements in 

the two measures of quality of democracy in the period between 1982 and 2000 than 

countries with less liberalized economies ... This suggests that more liberalized 

economies provide a more hospitable environment for democracy than more regulated 

economies” (p. 157).  However, more radical reformers did not increase the quality of 

their democracies as much, or at all.  They conclude that “institutional context in the 

wider sense, including political parties, constitutional structure, and labor and employer 

organizations, is the crucial determinant of economic performance, the welfare state, and 

poverty and inequality” (p. 162).  Because drastic reform has a negative effect on 

democratization by undercutting those institutions, they advise that nations pursue 

gradual reforms and “institution-building” policies rather than shock therapy. 

 Other scholarship has investigated the effects of neoliberalism on “civil society.”  

Complicating this research is the debate amongst scholars as to what “civil society” is 

and even whether it is a positive component of democratic regimes.  Robert Putnam’s 
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influential 1995 work used the “bowling alone” analogy to decry the deteriorating state of 

democracy in the U.S., which he blames on continuously declining social capital and civil 

society.  His work drew criticism for being inadequate (Booth 1997) and ignoring the 

negative effects of association and inexplicably excluding certain groups (Foley and 

Edwards 1997).  Some scholars even contend that civil society is unconnected to 

democracy at best and impedes it at worst (Carothers and Barndt 2000).  On the other 

side of the debate are those who argue that civil society is a vital component of any 

democracy.  Philip Oxhorn and Pamela Starr (1995a, pp. 251-252) define civil society as 

A rich social fabric formed by a multiplicity of territorially- and 
functionally-based units.  The strength of civil society is measured by the 
peaceful coexistence of these units and by their collective capacity to 
simultaneously resist subordination to the state and demand inclusion into 
national political structures. 

 
Civil society is everything from the Boy Scouts to the ACLU to church groups or 

business organizations. 

Later work would stratify this definition into two types: Type I civil society fits 

the definition above, resisting the state and providing interest representation (which 

strengthens democracy), and Type II which undermines the state, and can negatively 

affect democracy.  Examples of Type II civil society include groups such as the KKK and 

anti-government paramilitaries.  Few would argue that Type II civil society contributes 

positively to the democratization.  By examining the number of and participation in civil 

society groups, Oxhorn and Starr establish the “breadth and depth” of Latin American 

civil society.  Their work then analyzes the relationship between civil society and 

neoliberal reforms, concluding “Whereas strong civil societies provide for inclusionary 

forms of liberalism, weak civil societies in Latin America have resulted in exclusionary 
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forms of liberalism” (Oxhorn and Starr p. 13).  Economic reforms in Latin America had 

adverse effects on civil society and the quality of democratic institutions.  Because 

historically, Latin American governments had to exclude large portions of their citizens 

from participating in the political process in order to push through reforms, civil society 

was weakened and “atomized.”  In Putnam’s terms, Latin Americans were bowling alone.  

The result is a serious lack of institutions and groups that can channel demands from 

citizens to the government, while protecting citizens from being co-opted or repressed by 

the state.  These authors also argue that future scholarship, rather than debating the ability 

of open market reforms to encourage and create democracy, should focus on 

neoliberalism’s effects within countries (Ryan 2001, Stokes 2001). 

 It is worth noting at this point that critics and proponents of neoliberalism as a 

development model seem to converge on a few points.  There is a general consensus in 

the field that Latin American nations suffer from weak institutions.  Weak institutions are 

a problem for any nation, but especially problematic for budding democracies which 

suddenly have to respond to the demands of the populace, and lack the means to do so.  

They also agree that economic development is necessary for democracy to establish 

itself, and that economic crises undermine its chances for survival. 

More than one work has compared Latin America to the East Asian “Tigers” 

(which include Japan, Korea, Hong Kong, Taiwan, Singapore, Malaysia, and Indonesia) 

which have been lauded as political and economic success stories up until their own crisis 

in 1997.  The comparison is apt because the Asian Tigers had been following an 

economic model similar to neoliberalism.  The Asian nations shaped their economies to 

be export driven, with high tariffs on domestic goods, devalued currency, and deregulated 
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and liberalized markets.  However, a currency panic beginning in 1997 in Thailand 

quickly spread across to the other Asian Tigers, and stock markets and economies 

crashed in its wake.  Up until then, Japan, Korea, Singapore, and the others adhered to a 

neoliberal model, like Latin American nations, but the Asian Tigers were far more 

successful, begging the question – why?   

The question then is, why did the Asian nations surpass Latin America in terms of 

economic and political development?  Campos and Nugent argue that 

Historically, some Latin American countries had more experience than 
Asian countries with several of the political and institutional factors that 
make up civil society, namely, (1) the accountability of the executive, (2) 
the quality of the bureaucracy, (3) the strength of civil liberties and 
political rights, (4) the rule of law, and (5) the transparency of the 
decision-making process. 
 

 The key factor, Ratliff goes on to note, is that “Human capital is a critical factor 

for launching and sustaining shared economic growth” (Ratliff 1999, 93).  He argues that 

Latin America has failed to implement economic reforms that “tangibly benefit national 

populations” (1999).  The 1980s saw the “collapse of statist economies around the world 

and the equally obvious relatively greater success of economies in both the First World 

and those parts of the Third World ... that opted for free-market-type economics” (Ratliff 

1996-97, cited in Ratliff 1999, p. 92).  Latin America needs to focus on three goals: (1) 

developing human capital, through spending on health and education; (2) developing a 

strong civil service, through “rigorous entrance requirements” that is both independent 

enough to make decisions in the national interest, and accountable enough to independent 

oversight to avoid corruption that has plagued it in the past; and (3) the most challenging 

goal—Latin America must “incorporate the various sectors of society into a single 
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program for growth by getting them involved in developing ideas and institutions that 

they believe will serve their own long-term interests with respect to opportunities and 

living standards” (Ratliff 1999, 94).  In other words, Latin Americans need to be involved 

in the political process, but that involvement must have tangible consequences.  This 

would be a marked improvement over the current situation, where “the majority of Latin 

Americans historically have had little positive impact on the policies chosen and 

implemented by their governments, and they may have not benefited equally from them” 

(Campos and Root 1996; Stromquist 1997, 75-77; Campos and Nugent 1997, 88, 92). 

 Part of the success of East Asian countries was due to their investment into their 

human capital.  This meant directing funds into education, health, and infrastructure.  

Certain land reforms and infrastructure developments improved the quality of life in rural 

areas, stemming the influx of migrants to cities that can overwhelm urban services.  

Urban education, public housing, and investment in small business help improve “the 

lives and prospects of the people generally” (Ratliff 1999, p. 95).  Importantly, when 

these reforms are implemented correctly, they not only alleviate the suffering of the poor, 

but provide them with opportunities to improve their lives themselves.  Latin America 

failed to accomplish these things.  Ratliff (1999) blames populist politics, which force the 

government to act on its promises through redistributive economics rather than 

opportunity creation, a short-term solution to a long term problem.  Compounding that 

issue is the additional failure of Latin American countries to invest effectively into human 

capital, directing most funding towards public universities (utilized primarily by already 

wealthy elites) and insufficient basic education for its growing population. 

 As for the second goal, East Asian countries successfully established a rigorous, 
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independent and accountable public sector and civil service.  Whereas a civil servant in 

Tokyo or Thailand who advances his personal interests rather than those of the state 

exchanges his “respected and generally well-remunerated employment for dismissal, 

disgrace, and punishment” (Ratliff 1999, p. 96), the same person would hardly be noticed 

in Latin America.  East Asian governments are diversified and stratified, with “clear lines 

of responsibility and communication” and “institutionalized anti-corruption organizations 

that investigate and punish transgressors” (p. 97).  Furthermore, they hold councils which 

bring together elements of government, business, media, and the public interest groups, 

increasing the information available to and credibility of government, while giving 

confidence to all parties involved that their voices are heard and acted upon (Ratliff, 

1999).  Ratliff also laments Latin America's ossified bureaucracies and civil services, 

which are “not engines of change” (p. 98).  Institutions are personalistic in nature, which 

“impede political stability and broadly based and shared economic growth” (p. 97).  

While recognizing that cultural pressures do not determine irrevocably the nature of 

governance, they are a powerful source of resistance to the types of changes that are 

required by economic and political modernization.  Furthermore, even if the civil services 

could overcome cultural inhibitions, they are still of poor quality.  They lack, amongst 

other things: high quality training, data, incentives to act in the public interest, expertise 

in specific areas, and the ability to monitor and evaluate spending programs.  Ratliff ends 

the article with several case studies, including Argentina, Venezuela, Mexico, Peru, and 

Chile.  He lauds Chile as the most successful reformer, achieving East Asian levels of 

economic and political performance.  However, Chile still has accountability and 

incentive problems with its bureaucracy.  The case studies he selected are the nations 
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which have attempted to launch major reforms.  He concludes that despite their efforts, 

the reforms were not institutionalized and failed to accomplish the three goals outlined 

earlier.  They failed to reduce inequality, increase productivity, or address their problems 

with legal and judicial corruption.  Latin American nations have a history of imposing 

reforms through teams of technocrats, often 'imported' from the USA and Europe, 

without consultation of the government, much less the populace that endured them.  As a 

result, institutions were weakened and Latin American governments are widely 

mistrusted and regarded as illegitimate (Ratliff 1999).  “Dinosaurs,” or elements of 

government and private elites who stand to lose from effective, sincere market reform 

also resist change.  Electoral concerns impede the ability of presidents and legislatures to 

implement policies that impact the electorate negatively in the short-term, but are 

beneficial in the long-term.  All of these factors make reforming effectively even more 

difficult, thus the commonly-heard phrase “What we need is a Pinochet” (Ratliff 1999, p. 

107), signifying the desire for an authoritarian government to impose badly-needed 

market reforms, unburdened of democratic opposition. 

 The scholarship on Latin American development and democratization is certainly 

not limited to the works summarized here.  However, they are representative of the 

nascent body of work that seeks to evaluate these issues in a systematic, empirical 

fashion.  There are numerous ways of addressing the neoliberalism-democratization 

issue.  Scholars have attacked neoliberalism for aggravating rather than mitigating 

inequality, and for making insignificant improvements in poverty (Sheahan 1997; Berry 

1997; Székely 2001; for a contradictory viewpoint see de la Escosura 2005).  They have 

analyzed its effects on class structures (Portes and Hoffman 2003), concluding that 
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neoliberal policies concentrated wealth in the upper classes at the expense of middle and 

lower classes, destroyed class-based parties and labor unions, and atomized worker's 

opportunities.  This led the formal and informal working classes to mobilize and protest 

on a community rather than a class or party basis.  Thus, neoliberalism created a political 

system where “increasingly class-polarized societies [give] rise to ideological diffuse 

parties and erratic forms of grassroots mobilization” (Portes and Hoffman 2003, 77), a 

system that the authors believe is antithetical to democracy and unsustainable in the long-

term.  Other works have examined the interactions between governments and 

international lending institutions and their implication for democracy (Stiles 1987; 

Teichman 2004). 

 There is a growing body of empirical scholarship on neoliberalism and its 

consequences for democratization in Latin America.  It is the case that, over the past two 

decades, neoliberal market reforms appeared concurrently with a wave of new democratic 

governments in Latin America.  However, countries held up as models of economic 

performance, such as Chile and Brazil, have endured economic crises in spite of being the 

strongest, most successful reformers.  Additionally, Venezuela, which had been 

democratically governed (though opinions differ over the quality of that governance) 

since 1958, endured political crisis in the form of an attempted coups in 1992 and 2002.  

These events and international accusations of electoral fraud have raised questions over 

the stability and legitimacy of Venezuela's democracy.  Furthermore, there is mounting 

evidence that neoliberalism has exacerbated inequality, done little or nothing to alleviate 

poverty, and has undermined the quality of democracy.  By examining systematically and 

empirically measures of quality of democratic governance over time, and investigating 
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whether these measures correlate with levels of neoliberal reform, this thesis will 

contribute to the “new school” of scholarship that was called for by Weyland and others. 

 

III. Theory 

 This paper assesses the relationship between neoliberalism and the quality of 

Latin American democracies over time.  Democracy here is defined as “citizen 

participation; the accessibility, accountability, and responsiveness of government; and 

political competitiveness” (Weyland 2004).  Proponents of free market reforms argue that 

neoliberalism fosters democracy by increasing economic prosperity.  The problems of 

rent-seeking and corruption also should evaporate under reforms, since the now much 

smaller state is no longer involved in directing the markets.  Businesses are forced to 

compete on even footing with foreign and domestic competitors.  Removing the stifling 

interventionist state creates growth, stability, and wealth for all classes (Walton 2004).  

The deregulation and removal of protectionist barriers encourages the influx of foreign 

goods and capital, providing the state with the funds necessary to pay down its debts, 

build infrastructure, and invest in its human capital.  Economic development leads to a 

wealthier, more educated populace with new and varied demands, and democracy is the 

most efficient government for receiving and channeling those demands.  These factors 

also help citizens resist the impulse to vote for populist politicians who promise to 

impose redistributive policies (Lipset 1959).  In sum, the basic tenets of neoliberalism are 

that increased wealth and smaller, more efficient government will result in more 

prosperity, less public corruption, and more political freedom. 

 Disputing this theory are numerous Latin American scholars who see 
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neoliberalism as having nearly the exact opposite effect.  Their theory holds that 

neoliberal policies do not create growth or alleviate poverty.  Instead, neoliberalism 

exacerbates inequality, concentrating wealth in the upper classes where it already was, 

and does nothing to alleviate poverty, which still stands at pre-Debt Crisis levels of more 

than 40% (Huber and Solt 2004).  Rampant poverty and inequality raise barriers to 

political participation, as it is well established that classes with more access to resources 

have greater chances of getting government to act on their demands (Uslaner and Brown 

2005).  The radically reduced spending that neoliberalism imposes on states removes 

their ability to answer demands placed on them by citizens.  They are unable to alleviate 

poverty, shore up falling wages, or engage in any number of measures that would benefit 

a substantial portion (40% or more) of their population.  Conditions placed on 

governments by financial institutions that have “bailed them out” of their debt crisis 

further restrict their ability to legislate where needed, whether in education, social safety 

nets for the poor, or other welfare-state initiatives that are anathema to neoliberal doctrine 

(Weyland 2004; Kurtz 2004). 

 All of these factors combine to create an impotent state that rapidly loses 

legitimacy as the populace learns that any leader they choose is restricted to passing the 

same set of economic policies, by authoritarian means if necessary, or risk losing foreign 

aid and investment.  The study by Tuman and Ebbert (2004) confirms that investors seek 

out politically stable regimes that run free markets and repress labor interests.  Left-

leaning administrations quickly learn that regardless of campaign promises, they have to 

stick with neoliberal economic policies or risk revocation of stabilization loans and 

crippling capital flight.  This same effect is responsible for the atomization and collapse 
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of much of Latin American civil society.  Interest representation groups serve no purpose 

in an electoral system where policy outcomes are not influenced by which leader is 

chosen.  As reforms progress they become increasingly irrelevant, frustrating the 

electorate which cannot have its demands heard anywhere. 

 In sum, it is the theory of this thesis that neoliberal policies, while occurring 

alongside a wave of democratization, undermine those democracies by restricting the 

state's policy choices and barring entry to the political process by the majority of the 

population, and by destroying interest representation groups and other elements of civil 

society.  Empirically, these claims can be demonstrated by comparing the degree of 

neoliberal reform as indicated by Morley et. al's (1999) General Reform index to three 

variables: (1) formal democratization as measured by Freedom House Scores, which rate 

nations' political and civil liberties; (2) legitimacy and participation as measured by data 

from the World Values Survey; and (3) barriers to entry as measured by poverty and 

inequality indices from the U.N. Development Programme's annual report.  I hypothesize 

that neoliberal economics as measured by the GRI should covary positively with 

Freedom House scores, negatively with WVS data, and negatively with indices of 

poverty and inequality. 

 

IV. Latin America – An Aggregate Perspective 

 To provide some kind of empirical context for evaluating the “neoliberal 

experiment” of the past two decades, I examine the available data on democratization and 

economic liberalization for 17 nations in Latin America (referred to hereafter as 

“LA17”).  These are the same countries that were catalogued in the index of economic 
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reforms constructed by Morley, Pettinado, and Machado in 1999.  Unfortunately, the 

response data in the World Values Survey is far from complete, with some nations not 

participating in all four waves (1981, 1991, 1995, 1999/2000), and others not answering 

certain questions within those waves.  So, only partial analysis of the LA17 pertaining to 

political attitudes and democratic culture is possible here.   

 The first point of departure is simple – a comparison of the General Reform Index 

(GRI) to Freedom House scores on political rights and civil liberties.  The Freedom 

House scores nations on the political rights and civil liberties possessed by their citizens, 

on a scale from 1 to 7 (seven being the least free, one the most).  Political rights are what 

“enable people to participate freely in the political process, including through the right to 

vote, compete for public office, and elect representatives who have a decisive impact on 

public policies and are accountable to the electorate” (Freedom House website).  Civil 

liberties “allow for the freedoms of expression and belief, associational and 

organizational rights, rule of law, and personal autonomy without interference from the 

state” (Freedom House website).  The General Reform Index measures economic reform 

on a scale from zero (no reform, a completely statist economy) to 1 (a perfectly reformed, 

free market economy).  A Pearson product-moment correlation test on the LA17 GRI and 

averaged Freedom House scores reveals a strong correlative relationship between 

economic reforms, political rights, and civil liberties. 
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Table 1-Economic Liberalization and Freedoms (1972-2000) 

 General Reform 
Index 

Freedom House – 
Political Rights 

Freedom House – 
Civil Liberties 

General Reform 
Index - -0.64 -0.85 

Freedom House – 
Political Rights -0.64 - 0.92 

Freedom House – 
Civil Liberties -0.85 0.92 - 

Sources: Freedom House (2002), Morley et. al (1999) 

 Changes in the reform index correlate strongly with political rights (-0.639), and 

quite strongly with civil liberties (-0.853), both of which are significant at the 0.001 level.  

In addition, a simple univariate regression analysis reveals that the General Reform Index 

explains 40.8% of the variance of the Political Rights score, and 72.8% of the Civil 

Liberties score (significant at the 0.001 level).  The first hypothesis of this paper was that 

economic liberalization would correlate with increasing levels of freedom and civil 

rights.  These data appear to support that theory.  Furthermore, these results indicate that 

political accessibility increased as states pursued neoliberal policies. 

 However, analysis of individual countries in later sections will show weaker 

connections between these variables.  This simple comparison also raises issues of 

validity – the passage of time itself may explain the increased democratization scores of 

these countries.  A regression analysis comparing time and Political Rights (the Freedom 

House measure) yields an r2 of 0.657, a stronger statistic than that for Political Rights and 

the GRI.  More advanced statistical techniques and more complete data are necessary to 

evaluate these variables with better validity. 
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 One claim of advocates of neoliberalism is that unburdening the market of state 

intervention will lead to job creation and hence, lower poverty rates.  Critics claim just 

the opposite, that in the short and medium term, the state cuts thousands of jobs, and the 

private market does not pick up the slack quickly or completely enough.  Poverty and its 

economic cousin inequality are problematic for democracies.  In a work analyzing the 

effects of inequality on civic participation in the United States, Uslaner and Brown 

(2005) wrote  

First, where inequality is higher, the poor may feel powerless.  They will 
perceive that their views are not represented in the political system and 
they will opt out of civic engagement...Where inequality is high, people 
will be less likely to believe that the future looks bright, and they will have 
even fewer reasons to believe that they are the masters of their own fate. 
 

Here inequality is measured through the Gini index.  For comparison, the Gini index for 

the United States in 2000 was 0.462 (US Census Bureau).  In Norway, a highly 

egalitarian country, the Gini index was 0.258 (UNDP 2004).  The data reported in this 

table reveal that neoliberal reforms in general have done nothing to improve or 

exacerbate income inequality.  One theory explaining this phenomenon suggests that 

neoliberal policies shrink the public sector, which employs mainly middle and middle-

upper class individuals.  Once their jobs are cut, they are forced to seek lower-paying 

employment, displacing lower-class individuals who were already filling those niches.   

Table 2 – Latin American Inequality and Economic Reforms 

Year GRI Gini Index 

1970 0.47 58.0 
1980 0.55 55.0 
1990 0.68 58.3 
1995 0.82 57.7 

Sources: Székely (1997), UNDP (2004), Morley et al. (1999) 



 The result is a worsening of income inequality as the entire spectrum of 

employment, from low to middle-upper class shifts downward (Berry 1997).  This 

downward shift that accompanies liberalization in the short and medium term is 

somewhat responsible both for inequality and poverty. As can be seen in Figures 1 and 2 

below, despite steady economic reforms over the 1980-1999 period, Latin American 

poverty remains worse than it was just at the onset of the Debt Crisis.   

Figure 1 – Latin American Economic Reforms (1980-1999) 

Economic Reforms (1980-1999)

0
0.1
0.2
0.3
0.4
0.5
0.6
0.7
0.8
0.9

1980 1990 1994 1997 1999

Year

G
R

I

GRI

 
Figure 2 –Latin American Poverty (1980-1999) 
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While neoliberalism has not helped lift Latin American nations out of poverty, is has not 

made it significantly worse, either.  Broadly speaking, neoliberal reforms failed to 

accomplish one of their goals – increased wealth across all strata of society.  Instead, the 

market appears to be unable to pick up the excess labor that is dumped from the state as it 

shrinks.  This depressing conclusion is tempered by the fact that neoliberal reforms have 

not led to the dire consequences that critics had feared – radically increased poverty and 

inequality. 

 Other data place neoliberalism in a more positive light.  A key component of 

democracy is the ability of citizens to participate in the government through voting.  The 

average eligible voter turnout rate in Latin America over the period of 1993-2002 was 

69.64% (UNDP 2004).  There is no appreciable trend over that time period, and there was 

little change in the average GRI over that time as well (see Figure 1, p. 32).  If 

neoliberalism has suppressed participation through voting turnout, Latin American voters 

are surprisingly resilient to its effects, especially when compared to the United States, 

where the average turnout rate for the same period was 59.1% (UNDP 2004).  However, 

in many Latin American nations, voting is compulsory, deflating the significance of these 

figures. 

 In conclusion, the general picture of neoliberal reforms in Latin America is a 

mixed one.  While free markets have done little if anything to improve the poverty and 

inequality situation there, they have at least refrained from making those problems worse.  

Voting turnout in Latin America surpasses that of the United States, a 270 year old 

consolidated democracy.  But such general analysis can only shed so much light on the 

relationship between free market reforms and democratization.  To gain greater insight, 
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this thesis turns from examining the general and aggregate to the specific.  I chose 

Argentina and Mexico as test cases because while both countries aggressively pursued 

economic reforms, the specific interactions between those reforms and their politics were 

very different.  Factors unrelated to economic reform, such as the individual agency of 

certain actors (like Presidents Zedillo and Gortiari in Mexico and Carlos Menem in 

Argentina), heavily influenced the democratizing process in their respective countries.  

Thus, these test cases show, in two unique historical contexts, both the power that 

economic reforms had on their political systems, while also delineating the limits of their 

influence. 

 

V. Argentina – History and Political Context 

 Argentine politics are marked by “two constants [that] have persisted from a very 

early period” (O'Donnell 1978).  One is the “high incongruence” between political 

behavior and behavior promised by politicians or expected from them by institutions and 

ideological co-adherents.  Second, is “a strong disaffection of vast sectors of the 

population vis-à-vis the existing political system and the holders of political power, based 

on salient cleavages around important issues and on an unequal distribution of political 

resources” (O'Donnell 1978).  In other words, historically speaking, Argentine politicians 

are either liars or incompetent (or both), and large sections of the populace distrust both 

each other and the political system they operate under.  These sectors are mainly the 

subsistence agriculture sector of the center and northern regions; and their long-term 

opponents are the industrialists and capitalists of Buenos Aires and other urban centers.  

Up through 1943, Argentina had a relatively successful economy.  It was mostly 
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dependent on exports of meat and grain to Britain, which was expanding its own 

economy and eagerly imported these products.  After the end of World War II, Argentina 

had grown wealthy off of this foreign exchange, and had an opportunity to improve its 

standard of living and indeed, to modernize.  Instead, Juan Domingo Peron took power 

after a group of military officers overthrew the government.  By 1945, he was “firmly in 

the saddle” (Bailey 1960), and in a position to utilize the nation's wealth.  He chose a 

different path, employing the country's accumulated wealth to cement himself into power 

for the indefinite future.  Peron accomplished this by purchasing gifts and importing 

luxury goods for labor leaders, while raising wages “time and again with no relation to 

productivity” (Bailey 1960).  The populist turned to the agricultural classes once the 

coffers ran out, forcing them to sell their goods at absurdly low prices so they could be 

resold on the global market, earning the funds needed to grease the wheels of the urban 

and popular sectors.  During all this, the former rulers and political parties banded 

together to oppose Peron, a coalition which he ruthlessly repressed, accusing them of 

desiring to “establish a dictatorship to oppress the people” (O'Donnell 1978).  Peron's 

wife, Evita, who was immensely popular amongst the classes he pandered to, died of 

cancer, and his support amongst those classes began to die as well.  He was finally 

overthrown in 1955 by a military junta, which then banned the Perónista party from 

participating in politics.  Because other classes have learned that their policies result in 

economic ruin, they were not allowed to win elections.  In spite of that, the Perónista 

party routinely polls as the most popular party, and would have won the following 

elections in 1960 if allowed.  And when they were allowed to participate, they won 

overwhelmingly, placing Peron back in power. 
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 Peron died only a year after being reelected, and was succeeded by his wife 

Isabel.  However, a series of failures by Isabel to implement the right-wing policies of her 

economic adviser Jose Lopez Rega, resulted in an economy that “careened out of control” 

(Skidmore, Smith 2005).  In 1976, the military stepped in to replace the incompetent 

Isabel Perón, with General Jorge Rafael Videla assuming power.  The military was 

largely invited in by the middle class as it promised an end to the unpredictability of the 

Peron years and to crack down on the leftist guerrilla movement that had sprung up in 

response to the military governments of the 1960's, which Peronists had not only 

tolerated but even encouraged (Linz, Stepan 1996).  Videla's minister of economics José 

Martínez de Hoz, a dedicated student of neoliberalism, immediately began a stabilization 

program.  The recovery was fitful at best, and the economy went into recession again in 

1981 (Stile 1987).  Once again the IMF stepped in with more austerity measures and 

more loans.  It was during this time that the military government engaged in horrific 

“dirty wars,” killing and imprisoning thousands of real and/or perceived threats to its rule 

(Linz, Stepan 1996).  The military government viewed its role as an apolitical agent of 

economic reform, holding itself to have superior abilities to lead the country, given the 

civilian government's history of incompetence.  After a few fits and starts, the presidency 

passed to General Leopoldo Galtieri in 1982.  Galtieri decided to inject some livelihood 

into the working classes through a nationalistic endeavor: the invasion of the Falkland 

Islands.  Long contested and mostly ignored by Britain, Argentina had been claiming 

since Perón that the Falklands were really Malvinas islands and belonged to them.  The 

reclamation of the Falklands failed miserably, and Galtieri stepped aside, handing a 

broken economy in which inflation had increased by 200% to General Reynaldo 
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Bignone.  Bignone decided that the military was unable to solve Argentina's problems 

after all, and allowed elections in 1983 (Skidmore, Smith 2005). 

 The Radical Party leader Raul Alfonsin won 52% of the vote in this election, and 

inherited a host of problems in addition to financial crisis.  While trying to sort out which 

military officers could be tried for the crimes committed during the “dirty war” 

crackdown of the Videla government, Alfonsin also had to do something about 

skyrocketing inflation, unemployment and depressed wages.  The answer was to turn, as 

always, to the IMF.  At this point Argentina owed $50 billion in foreign debt.  It also had 

the honor of being named one of the most economically imperiled countries in the world 

(Stile 1987).  The IMF stepped up to the plate with an austerity program prepared for just 

this occasion, but it was of no use.  Inflation soared out of control, the GDP shrank, and 

the economy tumbled further into the abyss.  These circumstances set the stage for the 

election in 1989 of President Carlos Menem.  Taking advantage of his Perónista history, 

which allowed him to curry favor with the industrial and labor sectors, he won handily 

over the Radical candidate. 

 Despite his dependence on the support of the working classes, Menem soon was 

faced with economic reality, and betrayed his constituency by instituting Washington-

approved economic reforms (Skidmore, Smith 2005).  At this time, Argentina had a 

financial reform score of 0.951 (Morley et al. 1999).  Menem was reelected in 1995.  

During his presidency, he carried out wide-ranging market reforms, which have prompted 

one scholar to remark that “Probably no other country carried out market reform as 

rapidly as did Argentina under President Carlos Menem (1989-99)” (Teichman 2004).  

Whereas the previous president's policies largely failed due to opposition from union and 
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business sectors, Menem bypassed them entirely.  In fact, he ruled largely by decree – 

passing 244 such executive “emergency decrees.”  This is about eight times as many 

decrees as were passed in the 150 years preceding his presidency (Linz, Stepan 1996).  

Among other things, Argentina pegged the peso's exchange rate to the dollar, privatized 

the “telephone, electric, airline, railway, petroleum, steel and military defense 

companies,” and reduced tariffs and import controls to next to nothing (Teichman 2004).  

Not only that, Menem managed to eliminate many government agencies and merge 

others together, reducing the size of the administrative government in addition to excising 

the economic portion of it. 

 Menem was followed by Fernando de la Rúa, who basically continued his 

predecessor’s stabilization programs unaltered.  Instead of encouraging recovery from the 

debt incurred under Alfonsin, their policies combined with widespread governmental 

corruption to weaken that recovery.  The financial shock of 1998 in the East Asian 

“tigers” and the depression that followed led to a foreign capital flight in Argentina, 

forcing it to default on its debts and de la Rúa to resign.  De la Rúa's successors, Adolfo 

Saa and Eduardo Duhalde, suffered similar fates despite implementing wildly different 

policies – Duhalde was a Perónista and could not alleviate poverty or social unrest.  

Nestor Kirchner took power in elections in 2003 and was reelected in 2005, stabilizing 

the economy over the past three years while raising wages and pensions.  Argentina has 

had a problem with democratic governance that traces back to the pre-WWI era.  Keeping 

these issues in mind, the following section endeavors to bring empirical certitude to this 

history. 

 



Argentina – Empirical Analysis 

The military lost its patience with incompetent civilian rule and took over the 

government in 1976.  Since the military believed it was acting in the interests of the 

country as a whole, any opposition was treasonous.  Thus began the period of time 

known as “The Dirty Wars,” in which the military killed or ‘disappeared’ 30,000 of its 

own people (Skidmore and Smith 2005).  The resulting decline in political freedoms is 

clear.  Keeping in mind that higher Freedom House Scores mean lower political 

freedoms, Figure 3 shows the sudden, sharp decline in political freedoms beginning in 

1975. 

Figure 3 – Argentine Economic Liberalization and Political Rights 

Argentine Political Rights

0
1
2
3

4
5
6
7

19
73

19
76

19
79

19
82

19
85

19
88

19
91

19
94

19
97

20
00

Year

Po
lit

ic
al

 R
ig

ht
s

Political Rights

 
Sources: Morley et al. (1999), Freedom House (2004) 

 As can be seen in Figure 3, political freedoms drop to 3 (a vast improvement) in 

1983, the year the military handed the government back to civilians, having fared no 

better in terms of economic performance and suffering a crisis of legitimacy (O’Donnell 

1978). 
 38
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 Neoliberal reforms are supposed to increase opportunities for jobs and the ability 

of businesses to create and pay for those jobs.  However, this is rarely the way things play 

out in Latin America and has never been the case in Argentina.  Income distribution 

figures were used here to supplement the sparse amount of data on the Gini index.  

Although reliable poverty data on Argentina is similarly hard to obtain, UNDP data gives 

these figures: 

Table 3-Argentine Poverty, Inequality  

Year Poverty (% of 
population) Gini Index 

Income share - 
Top 10% of 

Earners 

Income share - 
Bottom 40% of 

Earners 
1990 21.2 0.501 34.8 14.9 
1994 13.2 - 34.2 13.8 
1997 17.8 0.53 35.8 14.9 
1999 19.7 0.542 36.7 15.8 

Source: UNDP (2004) 

 As Table 3 shows, inequality in Argentina is on the rise – while poverty stagnates 

at around 19%.  Furthermore, rather than break the pattern of wealth hoarding by the 

upper classes, income distribution has actually shifted further into their favor.  It is 

possible that all Argentines have become wealthier, only in exactly the same distribution 

over time.  However, given that poverty numbers also remain stagnant over that same 

time period, it is far more likely that wealth has failed to “trickle down,” instead, it 

remains in the hands of the upper class.  These problems are exacerbated by a lack of 

investment in human capital: under the neoliberal presidency of the (supposed) Peronist 

Carlos Menem, Argentina spent only 4.4% of its GDP on health care in 1994, and this 

number dropped to 4.0% in 1997.  On a higher note, education spending rose from 3.3% 

to 3.8%.  Many scholars have noted that the comparative success of developing countries 
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in East Asia and Europe may be attributed to their investment in “human capital.”  In 

Argentina, spending of this type is sorely lacking. 

 The World Values Survey asks this question: 

I am going to name a number of organizations. For each one, could you 
tell me how much confidence you have in them: is it a great deal of 
confidence, quite a lot of confidence, not very much confidence or none at 
all? 

In 1981, just prior to the onset of the first debt crisis, the responses were highly positive – 

72.7% of respondents said they had “a great deal” or “quite a lot” of “confidence in 

parliament”.  When then asked the above question in 1995, responses were revealingly 

different: only 2.3% of respondents answered “a great deal” and the vast majority 

(83.3%) answered “not very much” or “none at all”.  By 1999, this percentage increased 

to 88.7%; the GRI in 1999 was 0.860, indicating a high degree of economic liberalization 

(UNDP 2004). 

Table 4 – Argentine Confidence in Parliament 

Year GRI WVS - Positive Confidence in 
Parliament 

1981 0.70 72.7 
1991 0.86 16.7 
1995 0.89 15.3 
1999 0.86 11.2 

Sources: Morley et al. (1999); World Values Survey (2001) 

 Consolidating the survey responses into “positive” and “negative” categories 

makes this point clearly – Table 4 shows that increasing levels of reform coincide with 

far less public confidence in parliament.  Argentines had learned that nationalist pro-labor 

policies result in hyperinflation and economic collapse, while austerity measures resulted 

in widespread poverty and unresponsive government.  Given that the same set of policies 

would be implemented, regardless of who they elected, it is no shock that Argentines 
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hold their legislative representatives in such low regard.  Also, the precipitous drop in 

confidence after 1981 is clearly the result of Menem's “rule by decree” presidency, in 

which he routinely bypassed Parliament to enact his will.  Rather than convince, cajole, 

or even intimidate Parliament into constitutionally enacting free market reforms, Menem 

enacted them himself, eviscerating Parliament and delegitimizing it in the eyes of the 

people.  These actions have far-reaching consequences for Argentine democracy, as the 

utter destruction of Parliament's legitimacy shows. 

Organized labor is one way that citizens can (emphasis mine) “simultaneously 

resist subordination to the state and demand inclusion into national political structures” 

(Oxhorn, 1995a: 251-252).  Laborers organize under the assumption that the government 

is responsive to their demands, and that if they collectivize those demands will be more 

forceful and likely to be acted upon.  Participation in and confidence in labor unions, 

therefore, is a metric that can be used to measure support for democracy (in this case, 

democratic practices).  In Argentina, workers were repeatedly deceived and betrayed by 

their leadership.  Peronists sided with organized labor, but when liberals gained power, 

they repressed the unions and froze wages.  As Argentines elected different leaders (or 

had them imposed on them) in the hopes of obtaining something better, they received 

contradictory economic policy every few years.  In 1975, unions had organized contracts 

with wage increases of up to 100%.  This was during the presidency of the easily 

manipulated Isabel Peron, however, and the Rega-led crackdown on organized labor was 

swift.  Massive strikes then forced her to undo her anti-labor policies, bringing higher 

wages for workers, but also bringing inflation of 335% in 1975 (Skidmore, Smith 2005).  

Table 5 (p. 43) shows that Argentine confidence in labor unions plummets from an 
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already low 31% to 8% in 1982.  In 1991 the proportion had increased dramatically to 

91.8%.  Likely responsible for this number is Menem's attack on the labor unions.  He co-

opted unions who would cooperate with government, and denied official recognition to 

and raided the treasuries of those who would not, effectively killing them, all in the name 

of pursuing his economic programs.  By 1999, with the election of Fernando de la Rúa, 

the rate of negative responses to the WVS “confidence in unions” question had dropped 

to 88.4% (and the rate of positive responses to 11%), but this is hardly a dramatic 

improvement.  De la Rúa was the unlucky recipient of a stabilized economy that was just 

about to come completely unraveled.  Menem's fixed exchange rate policy “began to 

slip” (Skidmore and Smith 2005), and as bank dollar reserves were drawn down, capital 

both foreign and domestic fled the country.  Soon, Argentina defaulted on its foreign 

loans, and its economy crashed completely.  During this time, free and open elections 

were held on several occasions, for de la Rúa, Menem, and before them Alfonsin.  The 

Freedom House scores register this improvement as Argentina's Political Rights rating 

falls (i.e. becomes more free) from 6 to 2 over the period of 1981-1999.  In 2003, Nestor 

Kirchner, an ex-Peronist, was elected president.  The country has seen modest financial 

gains since then, but much remains to be improved. 

 Kurtz (2004) noted that Latin Americans tend to collectively organize, 

demonstrate, and protest less in the face of recent economic reforms, despite suffering 

from worse economic conditions than they have in the past.  The hypothesis of this thesis 

is that market reforms raise barriers to such mobilization and collective interest 

representation, and Table 5 below bears this out.  Argentines show a steady decline in 

their willingness and ability to participate in legal demonstrations. 
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Table 5 – Argentine Confidence in Labor Unions, Protests 

Year GRI 
Positive 

Response - Labor 
Unions 

Negative 
Response - Labor 

Unions 

Have Participated in 
Legal Protests 

1973 0.388 31.1 68.9 22.6 
1981 0.7 8.2 92.4 15 
1991 0.864 9.7 90.4 16.3 
1999 0.86 11.6 88.4 13.3 

Sources: World Values Survey, Morley et al. (1999) 

 In 1981, 22.6% of respondents indicated they had participated in legal 

demonstrations.  By 1999, this number dropped to 13.3%.  During the same time period, 

the number who indicated they “would never do” such things increased from 45.3% to 

63.7%.  These data are shown above in Table 5.  These responses show a similar pattern 

to earlier ones: Argentines learned that the labor unions were either powerless or had 

been co-opted by the government, and that protests were ignored at best or, as in the dirty 

wars of the late 70s and early 80s, crushed by the state. 

  

Argentina - Conclusions 

 In 1999 56.4% of respondents said that they were “not very” or “not at all” 

satisfied with the way democracy was developing in their country (previous years were 

not available).  After all the data from above is taken into account, their response is not 

hard to understand.  The data here show that neoliberal reforms are more often than not 

accompanied by widespread poverty, reduced wages, reduced social services, and social 

inequality.  Hojman (1994) and Berry (1997) have both published scholarship supporting 

these results.  The inequality that results from these reforms reinforces antidemocratic 
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behavior on the part of the elites, contributing to the problem – those who control the vast 

majority of wealth are not interested in improving democracy, but maintaining the status 

quo.  Governmental powers are pared down as it is responsible for less and less of what 

happens to people in their daily lives.  Argentines, like most Latin Americans, were used 

to the government providing social security, health care, education, and even employment 

via huge bureaucracies (Oxhorn and Starr 1999).  Declining confidence in traditional 

avenues of interest articulation – the parliament, labor unions, and organized protests, to 

name a few – result in a democracy where citizens do not associate collectively and the 

government is unresponsive or responds negatively when they do.  Furthermore, this 

social disorganization and inactivity is ingrained into Argentine society for the long-term 

– despite marked improvements in Freedom House scores (2 for Political Rights and 3 for 

Civil Liberties as of 1999), all the negative trends described above remain unchanged. 

 Argentine civil society has withered away under the oppressive era of neoliberal 

reforms.  But it also is true that under other types of regimes, their economy fared no 

better.  In 1991, Carlos Menem was elected in the hope that he would bring stability and 

economic growth where the previous administration had failed.  Yet like before, his 

policies soon led to poverty, inflation, and foreign debt.  Almost all indicators of civil 

society and support for democratic politics points in one direction: apathy and disinterest.  

The number of Argentines in professional associations has dropped from a meager 5% to 

only 1.8% in the decades from 1980 to 1999 (World Values Survey). 

 What Argentina suffers from is a long history of economic inefficacy, with 

policies coming from the left and the right equally resulting in disaster.  The most popular 

political party in Argentina was banned into the late 1970s.  On top of this legacy is a 



 45

series of pro-labor, pro-urban/industrialist administrations, followed by a brutal military 

dictatorship and a series of seriously corrupt, undemocratic market-oriented 

administrations.  It was explained earlier that income inequality can lead to social distrust 

and civic disengagement, and that poverty raises serious barriers to political participation 

and interest representation.  Inequality also creates a disincentive for the upper classes to 

open up the political system, fearful of losing their own advantage to poorer voters.  

Although the picture painted by the data is somewhat confused, it is hardly a ringing 

endorsement of the effects predicted by advocates of neoliberalism.  In Argentina, the 

best that can be said for neoliberalism is that it has occasionally led to economic growth, 

which was invariably followed by recession and debt; at worst it has undermined 

economic conditions of poverty and inequality, crushing public support for democratic 

institutions and practices. 

 

VI. Mexico – Historical and Political Context 

 Mexico's attempt at economic reform was widely viewed as a success from its 

beginnings in 1987.  Up until that point, Mexico had been following a “standard model” 

of reforms – wage controls, devaluation of currency, and a strict policy of fiscal restraint 

(Sheahan 1997).  In fact, it was emulating the model of Chile, another neoliberal success 

story.  Like Chile, Mexico's economy also crashed spectacularly in 1994, touching off a 

whole other area of scholarly debate on the causes of that crash.  Why Mexico's reforms 

led to economic disaster in 1994 is beyond the scope of this thesis.  What it will examine 

is how Mexico's adherence to neoliberal policies affected popular support for democracy 
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there. 

 Mexico consolidated its government in the 1920s and 30s.  It held regular 

elections, though only candidates from the official national party could win.  When 

opposition appeared, the state would co-opt them, offering them a job, a position in the 

party apparatus, or some legislative concession (Skidmore, Smith 2005).  This “soft 

authoritarianism” was different from authoritarian systems in other Latin American 

states, in that it refrained from employing the techniques of brutal repression that were 

seen in Argentina, Chile, and others.  Instead, it pursued a corporatist system, where 

representation was based on economic or social class – individuals were represented as 

part of a group, such as peasants, priests, landowners, or industrialists.  The head of the 

PRI and the state – the president – was the balancer of interests among these groups, and 

the distributor of benefits in exchange for acquiescence (at least in public) (Midgail 

1987).  This pluralist authoritarian structure was uniquely stable, politically and 

economically.  In addition, it was extremely undemocratic – the PRI (the reigning official 

party) allowed each outgoing president to choose his successor, a process known as 

dedazo (“the big finger”).  Mexico benefited from two unique features: its border with the 

United States, a huge importer of Mexican goods; and a large reserve of oil, which it 

expropriated from U.S. companies in the 1930s.  Because of these unique historical 

factors, Mexico managed to avoid serious economic and political trouble until the early 

1970s, during the administration of Luis Echeverria. 

 Mexico had fixed the exchange rate of the peso in 1954.  This had the effect of 

rendering its exports uncompetitive on the global market, though it was a symbol of 

national pride (Skidmore, Smith 2005).  This combined with large deficits run up by the 
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PRI as it co-opted or “bought out” numerous constituencies.  It was an effective political 

strategy, but the expense of running such a system had finally caught up with them.  

Echeverria was finally forced to devalue the Mexican peso, thus creating an incentive for 

foreign investment.  This also made the country's export prices competitive, so that it 

could actually sell its goods abroad again.  Unfortunately, he did nothing to tackle the 

government's large deficit, and left this problem to his successors.  President De la 

Madrid, who took office in 1982, began his term at the height of Mexico's debt crisis.  

The economy was in a shambles, as “Billions of dollars of oil income had been 

mismanaged during the previous administration ... Corruption was at an all time high, 

inflation was well over 100% and still shooting upward, and the foreign debt was nearing 

$100 billion” (Migdail 1987, p. 117).  Madrid was forced to implement a program of 

“budget cuts, privatizations of state firms, and credit restrictions that limited the state’s 

ability to continue subsidizing domestic industrialization” (Samstad 2002, p. 5).  Three 

years into his term, he joined the General Agreement on Tariffs and Trade (GATT), the 

precursor to the North American Free Trade Agreement (NAFTA).  Madrid’s successor, 

Salinas de Gortiari, both increased Mexico’s privatization programs and negotiated 

Mexico’s entrance into NAFTA (Samstad 2002). 

 The free-market reforms initiated by Madrid and deepened by Gortiari had 

corrosive effects on Mexico’s corporatist political system.  As the state sold off parts of 

itself, and cut back employment and subsidies, it lost the resources necessary to represent 

citizens in a corporatist manner.  Neoliberalism also reduced the state’s ability to buy and 

coerce votes for the PRI, a key tactic to maintaining its 71-year reign. 

 In addition to the debilitating effects of neoliberalism on the state’s corporatist 
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power, the PRI was undercut by sincere efforts on the parts of Gortiari and his successor, 

Ernesto Zedilla, to pursue democratic reforms.  Before their administrations, the Mexican 

electoral system under the PRI “was renowned as one of the world’s leading practitioners 

of electoral fraud” (Schedler 2000).  But by 1999, the president of the IFE (Federal 

Electoral Institute), José Woldenberg, “could confidently affirm in October 1999 that the 

structural ‘conditions of electoral fraud’ had been effectively ‘eliminated’” (Schedler 

2000, p. 9).  Gortiari’s contributions included the institution of a “new unionism” in an 

attempt to make labor unions more representative and pluralist, rather than systems of 

control over labor by the government (Samstad 2002).  Under Zedillo, the PRI lost its 

majority in Congress for the first time ever – limiting his power to act without inhibition 

as his predecessors had.  Zedillo was personally committed to improving Mexican 

democracy.  He renounced the practice of dedazo, the traditional practice whereby 

Mexican presidents picked their successors.  Zedillo’s commitment to democratic reform 

was so strong and meaningful that he “will go down in history as the man who succeeded 

in combining democratizing reform with a determination to make democratic rules stick 

at a crucial moment” (Schedler 2000, p. 17). 

Their (Gortiari and Zedillo’s) reforms resulted in opposition parties the National 

Action Party (PAN) and the Party of the Democratic Revolution (PRD) winning 

numerous local and regional offices during their administrations.  In 1987, the PAN had 

control of “no state governments” and governed “less than 1 percent of the Mexican 

people” (Shirk 2000, p. 27).  But near the turn of the century, it controlled 15 

municipalities, and governed 25% of the state’s population (Shirk 2000).  The power of 

the PRI and the president waned as the corporatist structure was undercut by 
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neoliberalism, and as democratization led to new demands by opposition parties and civil 

society (Samstad 2002). 

 These pressures and institutional changes culminated in the 2000 election of 

Vicente Fox, a member of the Catholic and business interest-oriented PAN (National 

Action Party).  His election broke 71 years of PRI one-party rule.  Fox’s economic 

philosophy is neoliberal, and he has expanded upon his predecessors’ programs where 

possible, promoting free market reforms as well as decentralizing power, shifting it to 

states and municipalities (Shirk 2000). 

 

Mexico – Empirical Analysis 

 Like Argentina, Mexico has failed to address the problems of poverty and 

inequality through neoliberal programs.  Table 6 below summarizes the results to date of 

Mexico's neoliberal policies. 

Table 6 – Mexican Economic Reforms, Poverty and Inequality 

Year GRI Poverty Gini Index 

1982 0.52 - - 
1989 0.77 47.8 0.54 
1994 0.81 45.1 0.54 
1996 0.80 52.1 - 
1998 0.82 46.9 0.49 
2000 0.81 41.1 0.54 
2001 - 42.3 - 

Sources: Morley et al. (1999), UNDP (2004) 

 Despite liberalizing thoroughly and consistently over the past two decades, the 

problems of poverty and inequality have persisted more or less unchecked.  In the case of 

poverty, there has been a slight improvement – as of now only 42.3% are considered 



below the poverty line, compared to 47.8% a decade earlier.  Inequality, as measured by 

the Gini index, has fluctuated somewhat, but was the same in 2000 as it was eleven years 

earlier (0.54).  Turning to the question of political rights and civil liberties, Mexico 

actually has a fairly consistent if imperfect track record.  This is because of its long 

commitment to the forms if not the substance of democratic government.  Mexicans have 

long had a representative government, and one that was far less likely historically to 

abuse human rights.  Corporatist representation, vote buying, and machine politics served 

the PRI effectively for its 71 year reign.  Figure 4 below shows that increasing levels of 

liberalization seem to trend positively with improving political rights and civil liberties, 

or at least not to hamper them.  However, a regression analysis of the GRI and the 

Freedom House scores reveals that in fact, there is little correlation between them at all, 

with r2 of 0.261 and 0.002 for political rights and civil liberties, respectively.  This is 

because liberalization programs were imposed by the PRI, which dominated politically 

throughout the entire period in question (the Debt Crisis onwards). 

Figure 4 – Mexican Political Rights and Civil Liberties 
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Sources: Morley et al. (1999), Freedom House (2004) 
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Whether statist or free market economically, the politics were always the same – the PRI 

wins.  The PRI’s hold on politics has been broken by Vicente Fox and the PAN, whose 

commitment to democratic reforms seems genuine (Schedler 2000). 

 Mexican responses to the WVS play out differently as well.  Whereas Argentines 

saw their legislative branch reduced to inefficacy, mostly consumed by internal quibbling 

(O'Donnell 1978), Mexicans never had much confidence in their institutions to begin 

with.  This is easier to see if the positive responses “Quite a lot” and “some confidence” 

are condensed into a single category, and the same is done with the two possible negative 

responses.  The results are can be seen in Table 7 below: 

Table 7-Mexican Confidence in Democratic Institutions and Practices  

Year 

Confidence in 
Parliament - 

Positive 
Responses 

Confidence in 
Parliament - 

Negative 
Responses 

Confidence in 
Labor Unions - 

Positive 
Responses 

Confidence 
in 

Parliament 
- Negative 
Responses 

1981 27.4 72.5 34.2 65.7 
1991 34.8 65.2 38.2 61.7 
1995 46.9 53.1 38.2 61.8 
1999 22.9 77.1 29.3 70.7 

Sources: Morley et al. (1999), World Values Survey (2001) 

 The level of “confidence in Parliament” was actually improving until 1995, thanks 

to the increasing power of opposition parties and Zedillo’s commitment to democratic 

reforms.  What could have precipitated such a large drop in positive responses?  First, 

numerous internal and external factors leading up to 1994 – reduced lending from the 

United States, a ballooning deficit, and in March of that year, a leading politician was 

assassinated (Sheahan 1997).  Instead of taking action to correct its internal deficit, 

Mexico “simply began to use up international reserves to pay for a continuing 
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uncorrected deficit,” and “capital flew out of the country,” causing the economy to crash 

(Sheahan 1997).  The government responded to these conditions by adopting an 

emergency stabilization program, cutting both production and employment.  The crash of 

1994 undermined the reputation of the PRI, and for the first time it did not hold a 

majority of seats in the legislature, losing out to the PAN and PRD, other political parties 

who successfully capitalized on the PRI's failures.  Revelations of corruption in previous 

administrations combined with these factors to produce a highly skeptical public who 

viewed military intervention as a definite possibility (Skidmore, Smith 2005).  Thus, the 

precipitous drop in positive responses to Parliament between 1995 and 1997 may be read 

as a condemnation of the PRI, rather than the legislature as an institution.  Since turnout 

remained about the same during this time period (averaging 62%, again superior to the 

United States), it is clear that these events did not suppress participation, if anything they 

spurred the public to vote the PRI out of power for the first time in its history. 

 Confidence in the institution of labor unions remains basically unchanged over the 

entire 1980-2000 period.  Although chronically low, this factor has been apparently 

unaffected by the drastic liberalization programs undertaken by the state.  In many 

countries, neoliberal policies destroy or undercut the ability of unions to act on behalf of 

their “rank and file.”  Whether the state does not recognize them (i.e. Argentina), or the 

option of raising compensation is unavailable to the state as it is following strict austerity 

measures (most other Latin American nations), neoliberalism has rendered labor 

representation irrelevant in many countries.  In Mexico, the unions operated under a 

strong corporatist state, which “exercises a high level of control and influence over the 

constituent corporatist groups” (Samstad 2002).  If the unions are controlled by the state, 
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then there is really no bargaining to be had.  Thus, agitation on the part of the workers is 

unlikely to have any real influence on how union leaders interact with the state, leading to 

disillusionment. 

Furthermore, as Mexico liberalizes politically and economically, the power of the 

state to mediate interests is inhibited.  Neoliberalism shrinks the sphere of power in 

which it operates.  A “union's participation in that party [the PRI], therefore, would no 

longer grant it an assured degree of power and political bargaining rights as it had in prior 

years (Samstad 2002).”  Thus, paradoxically, neoliberalism loosened the stranglehold of 

the state over unions, giving them more independence but simultaneously depriving them 

of the influence they had under more statist economics.  A similar story is told by 

Mexicans' disinterest in legal demonstrations.  The answer “I would never participate” in 

a legal demonstration is given by 41.5% of respondents in 1994, and 84.5% of 

respondents in 1999.  Strict austerity measures such as those required in the wake of the 

1994 crash, leave no room for bargaining between the state and citizens.  Regardless of 

what action is taken by demonstrators, the outcome on the part of the state is no different 

– because it is restricted to policies that promote economic stabilization. 

 

Mexico - Conclusions 

In Mexico, neoliberalism had both positive and negative consequences for 

democracy.  By taking away the resources of the state through privatization and the sale 

of state industries, it reduced the ability of the PRI to co-opt and bribe its opponents, 

maintaining itself in power through undemocratic means.  As the power of the PRI 

waned, and the populace grew tired of its authoritarian control, the PAN and PRD 
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continued to win more and more elections at the state and local level, and eventually the 

national level.  On the other hand, the debt crisis brought high levels of poverty and 

inequality to Mexico, which neoliberal policies have been unable to address to any 

significant extent. 

 

VII. Conclusions 

Has neoliberalism improved or undermined democracy in Latin America?  Did 

twenty years of market reforms crush public support for democratic institutions or 

practices?  Examining 17 Latin American nations in the aggregate showed a significant 

correlative link between free market reforms, political rights and civil liberties.  

However, neoliberalism has not improved the quality of life for nearly a majority of the 

population, who remain below the poverty line.  Similarly, income inequality remains 

unchanged since the Debt Crisis.  These two seemingly intractable problems raise 

significant barriers to political participation, organization, and mobilization (Kurtz 2004; 

Oxhorn and Star 1999).  They raise civic distrust, and may cause political apathy, 

suppressing participation (Brown and Uslaner 2005).  The two cases examined here 

present different answers to these same questions. 

In Argentina, the majority of the people have lost faith in their political process.  

The history of their politics explains their apathy well.  Populist Peronist candidates could 

not make good on their campaign promises or destroyed the economy when they did.  

These two situations lead to either relative deprivation, or disillusionment with elected 

leaders.  When Argentines allowed the military government to step in, it was in the hope 

that they would bring stability and economic growth.  The military failed in this respect, 
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instead choosing to “wag the dog” with the Falkland/Malvinas islands debacle, and 

simultaneously conduct a tyrannical campaign of violence and terror against its own 

people.  Neoliberal administrations promised growth and control of inflation, and did 

make some progress in those directions, often reversing completely the direction of the 

economy under their predecessors.  However, these liberalization programs came at great 

social cost in terms of poverty and inequality (Székely 2001), both of which raise barriers 

to political participation.  It is hard to join political parties and participate in interest 

groups when the value of wages drops every day.  As Kurtz notes, “Indeed, a level of 

relative or absolute material deprivation well beyond that which in the statist era would 

likely have produced radical, mobilized, and destabilizing responses has generally been 

met by most Latin American societies not with a bang but with a relative whimper” 

(Kurtz 2004). 

The low to middle income strata of society, as the hardest hit by neoliberal 

reforms, are also the hardest hit by the social disorganization that results (Kurtz 2004, 

Oxhorn and Star 1999, also Uslaner and Brown 2005).  So, Argentines do not bother 

articulating their demands to the government because the government has abdicated 

responsibility from many of the areas they would make demands in – education, health 

care, and welfare – and actively promotes policies that cut spending greatly in these same 

areas.  They do not trust their representatives in the Parliament, do not organize in legal 

protest, have little faith in labor unions and do not even consider politics an important 

part of their lives.  Even though they are now politically free to do all of these things, the 

ever-present barriers of poverty and huge income disparities prevent participation.  

Democracy is there for the taking, but public support for democratic institutions and 
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practices has been crushed. 

 Mexico's situation differs from Argentina's in many important ways.  Mexicans 

lived under a stable, corporatist single-party regime for decades before neoliberal policies 

were implemented.  It took longer than usual for crises of debt, inflation, and capital 

flight to strike Mexico than other nations.  Argentina suffered from oppressive military 

and civil governments, while the authoritarian system in Mexico preferred corporatist 

tactics of co-opting or buying off opponents rather than “disappearing” and executing 

them.  Furthermore, increasing levels of neoliberalism in Argentina seem to be linked to 

increasing political freedoms, while in Mexico, there is little empirical evidence for this 

relationship.  Why is this the case? 

In Argentina, liberalization after the debt crisis took place at the same time that 

the military handed the government back over to civilians.  The military had been 

brutally repressive, and the handover allowed rights and liberties to be extended to the 

citizens once again.  Under civilian rule, the government no longer feared political 

dissent to the extent that the military had, so there was no danger to expanding rights and 

liberties.  Compounding this problem, Carlos Menem ruled at the margins of 

constitutionality, issuing more decrees than all of his predecessors combined, bypassing 

the legislature; and subjugating the judiciary to his will (Linz and Stepan 1994).  On the 

other hand, Mexico was ruled over by a single political party, the PRI, which co-opted 

opposition when it could and suppressed it when it could not.  Thus, it kept dissent in 

check while simultaneously reforming its economy, accounting for the lack of a strong 

relationship between market reforms and expanded rights and liberties. 

 Mexico underwent some of the same stabilization policies as Argentina, and 
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nearly mimicked Chile's model for some time as well.  These policies had the same 

results for them as the others – they failed to alleviate poverty, did little to improve 

inequality, and may be somewhat responsible for undermining popular support for and 

delegitimizing their government.  The data show a populace that never had much 

confidence in their representative branch of government, and the restrictions imposed on 

policymakers by neoliberalism certainly did nothing to improve that dynamic.  In sum, 

this examination of empirical data leads to a mixed conclusion: at best, neoliberalism did 

not make things significantly worse for democracy in Mexico; but at worst, it may have 

buttressed the barriers to participation of poverty and inequality, undermined public 

confidence in and therefore the legitimacy of the representative branch of the 

government, and suppressed one avenue of interest expression (labor unions). 

 It could be argued that neoliberal reforms are not responsible for the downturn in 

support for democracy.  The Argentine government swung back and forth between 

populist and neoliberal.  The policies of either type of administration ended in the same 

manner: spiraling inflation, debt, and a trip to the IMF for a bailout.  Argentines could not 

manage to get their economy on track no matter who they elected.  Michael Walton noted 

that neoliberalism’s focus on attracting foreign investment is partially responsible for this 

volatility, and argued that stronger controls on capital flow were needed to bring some 

stability to reforming states’ economies (2004).  It could also be argued, and still is, that 

not enough time has passed for the salutary effects of neoliberal policy to take hold. 

 The first argument is problematic because overall, the level of economic 

liberalization has increased dramatically in Argentina and all of Latin America, barring 

Cuba.  While intermediate administrations have implemented more statist or nationalist 
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policies, the overarching legacy is one of drastic free market reform.  It is no coincidence 

that Hugo Chavez's anti-US rallying cry to Latin America today is against neoliberal 

economics and not statist incompetence.  As for the second argument, at least one 

advocate of neoliberal reform refutes this argument himself.  “Human capital is a critical 

factor for launching and sustaining shared economic growth (Ratliff 1999, see also 

Oxhorn and Starr 1999).”  Ratliff and other scholars maintain that neoliberal economics 

(though he does not use that term) are sound macroeconomic policy that are necessary for 

long-term economic success.  However, Latin America's problems could be avoided by 

also investing in health and social services, education, community involvement, and open 

and competent government.  Thus, the problem (and answer to the second objection) is 

not that free market reforms in Latin America have not had a chance.  The problem is that 

the content of the reforms never included investment in human capital (this was viewed 

as leftist and wasteful by economic technocrats), and this made them unsustainable.  

Instead of pursuing a moderate course of reforms, neoliberal leaders in Argentina and 

elsewhere doggedly pursued austerity measures that ate away at the very resource that 

they should have been trying to build up – their own people. 

However, it is important not to overstate the significance of the conclusions 

reached here.  First, reliance on a single source of data to assess popular opinions is not 

very reliable.  In the interests of reliability, future research should incorporate additional 

data sources.  Secondly, as the two case studies here show, the historical and political 

context of each individual country can seriously affect how neoliberalism is dealt with by 

the government and the populace.  Future research should cast a wider net and conduct 

more rigorous statistical testing as well, to determine the exact nature of the relationships 
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discussed here. 

One final issue is that democratization cannot be explained purely through the 

lens of economic reforms and their social and political consequences.  The actions of 

individuals cannot be discounted.  Thus, while the power of the PRI in Mexico was 

eroded by neoliberalism, it was the pressures exerted on the PRI by the PAN and PRD 

that led to their dethroning by Vicente Fox.  And while Argentina has been shown here 

empirically to be a fairly free and open society, it is still recovering from the erosion of 

democracy under Carlos Menem’s “presidency by decree”. 

The Eastern European countries, Iraq, China, and a host of emerging democracies 

around the world, could follow a development pattern similar to the East Asian Tigers 

(Ratliff 1999), combining domestic investment with protectionist policies that “incubate” 

its internal industries, or mimic the Northern European social democratic model (Huber, 

Solt 2004).  Given its track record of economic and political volatility in Argentina, and 

similar failures in Mexico, either one of these two models would be preferable to the 

Latin American neoliberal model. 

In conclusion, neoliberalism has done much to erode old statist systems of 

authoritarianism and corruption, providing conditions more friendly to democratic 

governance.  However, it is a “necessary but insufficient” condition because it has merely 

maintained the status quo in terms of poverty and inequality.  Latin Americans in the 

modern era respond to deprivation with “not a bang but a whimper” because two decades 

of steady neoliberal reforms have undercut the ability of the state to respond to their 

demands, and have done little, if anything, to improve these twin barriers to the people’s 

ability to participate in the democratic process. 
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